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The E-Rate Management Professionals Association, Inc. (E-mpa™) is a (501)(c)(6) 

trade association whose purpose is to promote excellence and ethics in E-rate 

professional management and consulting through certification, education and 

professional resources. E-mpa™ serves as an advocate for the critical role served 

by E-rate management professionals and consultants. The organization strives to 

strengthen and support the E-rate program by acting as a self-governing body of 

E-rate management professionals and consultants. E-mpa™ provides assurance to 

stakeholders by maintaining the highest standards, developing and promoting 

best practices, and requiring ethical conduct for all members.  E-mpa’s members 

are involved with roughly 10% of all E-Rate applicants, and 20% of funding 

requested. 
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The Growing Demand for Priority One Services Impacts the   
Universal Service Program for Schools and Libraries  

 

We are pleased to have this opportunity to provide additional information to the Federal 
Communications Commission regarding the ramifications of the current trajectory of the growth of 
Priority 1 funds.  We believe, collectively, that without action on the part of the FCC that changes 
the fundamental way in which funds are distributed, or without additional E-rate funding, that 90% 
Priority 2 requests will cease to be fully funded next year without rollover funds.  E-mpa™ also 
submits, following the examination of the financial state of the fund, suggestions as to some 
methods that the FCC may consider implementing to alter the course detailed below. 

Please note that there are differing views, within E-mpa™, regarding whether the FCC 
should act to change the fund to address the inevitable shortfall.  Left alone, the rules of priority for 
fund distribution are clear: Priority 1 funds get committed first, and Priority 2 funds get the balance.  
As the data demonstrates, E-mpa™ projects that there will not be sufficient funds left over to fund 
90% Priority 2 requests next year without the addition of significant rollover funds.  Since E-mpa™’s 
members represent a wide range of applicants, our individual opinions reflect both those who 
believe that the program should be a Priority 1 program only, and those who believe that Priority 2 
funds are necessary, and changes should be made to preserve some Priority 2 funds.  E-mpa™ takes 
the position that the FCC needs to act on this matter but assumes the FCC will reach out to all 
stakeholders to come up with the best solution that meets the intent and integrity of the E-rate 
program. E-mpa™ members will write separate comments or reply comments on their individual 
letterheads regarding this matter.  The suggestions E-mpa™ makes are illustrative only, designed to 
supply options should the FCC decide it wishes to make changes, but E-mpa™ remains neutral in this 
matter. 

Limitations of Projections 
Deriving projections of future demand is, at best, an educated guess.  E-mpa™  has analyzed 

multiple years of data, and tracked historical trends, but ultimately, other factors will come into play 
for which we cannot account, including: 
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The Evolution of Technology 
As cloud- or web- based services mature and evolve, E-mpa™  predicts that more services 

which were formerly Priority 2 will become available as Priority 1 services, such as cloud-based 
routing, and hosted Voice over IP (VoIP).  E-mpa™  predicts that hosted VoIP is poised to experience 
tremendous growth within the E-Rate program, and will accelerate the growth curves detailed in the 
attached charts. 

The Psychology of Purchasing 
As Priority 2 funds become less predictable, applicants will be forced to weigh their odds of 

securing Priority 2 funds, versus the certainty of securing Priority 1 funds for certain services, such as 
email or voice services, which can be purchased either as Priority 1 or Priority 2 services, depending 
on the configuration.  E-mpa™  predicts that more and more applicants will decide that the 
reliability of Priority 1 funding is of paramount concern, and that, in essence, the E-Rate program 
has hit a tipping point where the diminishing odds of getting Priority 2 funding will only hasten the 
demise of Priority 2 funding altogether. 

Rules Changes to the E-Rate Program 
The FCC has wrestled with the question of eligible maintenance for many years, and has 

promulgated numerous and significant rules changes in order to achieve their vision of maintenance 
within the program.  While the net financial effect on the fund is difficult to estimate, it is 
undeniable that the reporting requirements and audit liability have increased significantly.  Since 
reporting overhead, repair predictability, and applicant risk must be taken into account when 
making technology decisions, E-mpa™ asserts that the “bundled” approach of Priority 1 
maintenance is appealing enough to applicants to be a significant factor.  In addition, other changes 
to the rules will likely have some effect on the overall program demand, including: 

• The expanded rules for Web Hosting 
• The addition of Dark Fiber as an eligible service 
• The removal of the technology plan requirement for Priority 1 services has 

persuaded some smaller districts, according to E-mpa™ members, to file for FY 2012 
where they had not filed in the past. 

• The potential inclusion of “Learning on the Go” remote access requests, if the pilot 
is successful, and those types of services made eligible? 

• The FCC’s new Broadband initiative to install at least 4Mbps connections to all rural 
communities including schools and libraries. 

Last, There is no reasonable scenario where any of the “other factors “ mentioned above 
would slow the growth of Priority 1 funding commitments; they are accelerators only, if they have 
any effect at all.   
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Methodology 
There are several charts located at the back of this submission, illustrating the methodology 

we have used to arrive at above conclusion, factoring in the projected growth of the overall fund, 
the projected growth of Priority 1 requests, the average rate of funding for Priority 1 requests, and 
the average rate of funding for 90% Priority 2 requests.  We have detailed the methodology for each 
below. 

Chart 1 illustrates the projected growth in Priority 1 requests until FY 2023.  A review of the 
historical data shows little variation in the raw dollar amount of increase from FY 2006 to FY 2010, 
ranging from $99,407,003.00 to $155, 915,347, with an average increase over that five year period 
of $113,433,151.40.  Therefore, consistent with this trend, E-mpa™  used the average year over year 
increase figure of $113,433,151.40 to project the increase of Priority 1 requests. 

Chart 2 illustrates the historical funding percentage for all Priority 1 requests, that is, the 
percentage of (Amount Funded) / (Amount Requested), or, alternately the average percentage of 
rejected requests by dollar volume.  For the evaluation period, which is FY 2006 to FY 2010, Priority 
1 requests were funded at an average rate of 82.24%.  We used the projected growth figures, 
multiplied by the projected funding rate percentage, to derive projected Priority 1 Demand figures. 

Chart 3 illustrates our estimate of the projected growth of the overall fund.  In the 6th 
Report and Order, the FCC implemented a small increase to the overall fund, indexed to the yearly 
GDP increase, which was 0.9%, or $20,250,000.00, from $2,250,000.00 to $2,270,250,000.00.  While 
it is difficult to project the future state of the economy, estimating an average GDP increase, and 
commensurate fund increase, of 0.9% seems a reasonable figure.  We have therefore projected a 
0.9% yearly increase in the fund. 

Chart 4 illustrates the historical funding percentage for 90% Priority 2 requests, that is, the 
percentage of (Amount Funded) / (Amount Requested), or, alternately the average percentage of 
rejected requests by dollar volume.  For the evaluation period, which is FY 2006 to FY 2010, 90% 
Priority 2 requests were funded at an average rate of 61.78%.  Note that it was necessary to factor 
out denials for threshold reasons, which is why we used only 90% Priority 2. 

Chart 5 details the Discount Band Breakdown from 80% Priority 2 to 90% Priority 2 for FY 
2011, in order to project the funding threshold for future funding years. 

Charts 6 & 7 are the summary charts.  In short, they calculate the amount of Priority 2 
funding available by subtracting the figures on Chart 2: Priority 1 Funding Commitments from the 
figures on Chart 3: Projected Fund Growth, and comparing the remainder  to the grid representing  
Priority 2 demand from 80% to 90%.  Chart 6 is our optimistic view, where $600,000,000.00 in yearly 
rollover funds is available, while Chart 7 is our pessimistic view, which assumes that zero rollover 
funds become available.  The color coding in Charts 6 & 7 indicate funding threshold: green indicates 
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a likelihood of funding that discount band, yellow indicates the threshold will in the middle of the 
discount band, requiring proration, and red means requests at this discount band will be unfunded 
due to threshold reasons. 

Last, Charts 6 & 7 use yellow to indicate a partially funded discount band.  Although the 5th 
Report and Order gives USAC clear directions concerning the adjudication of partially-funded 
discount bands, in reality no discount band has been partially funded, prorated, and funding 
disbursed.  If USAC is not intending on partially-funding and prorating Priority 2 discount bands, then 
all cells highlighted in yellow become unfunded. 

Summary 
Based on the data displayed in Charts 6 & 7, we state with some confidence the following: 

• For FY 2012 and after, without rollover funds, Priority 2 funding will never reach 
below 90% again; 

• For FY 2012 and after, without rollover funds, 90% Priority 2 requests will be 
prorated below 50% if proration is allowed, or denied altogether if it is not; 

• Without rollover funds, there will be no Priority 2 funds remaining after FY 2016; 

• Without rollover funds, there will no longer be enough funding to cover all Priority 1 
requests after FY 2016; 

• With at least $600 million in rollover funds, the fund will continue to fund requests 
below 90% until 2015. 

• With at least $600 million in rollover funds, the fund will continue to fully fund 
requests at 90% until 2015. 

• With at least $600 million in rollover funds, the fund will continue to partially fund 
requests at 90% until 2022. 

• In 2023, even with $600 million in rollover funds, there will be no funds available for 
Priority 2 requests. 

What Can Be Done 
We reiterate that there are differing opinions within E-mpa™  as to whether the FCC should 

act to change the structure of the fund to preserve Priority 2 funding.   The ramifications of not 
acting are evident, and the FCC must ensure that the current trajectory of the fund matches its 
priorities.   Therefore, E-mpa™ takes no position for or against action, but rather respectfully 
submits the following suggestions for consideration if the FCC decides that the loss of Priority 2 
funds is not a desirable outcome. 

Second, E-mpa™ understands that, from an economic standpoint, because all applicants are 
competing for constrained resources, any changes to the funding structure will deny some 
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applicants’ funding, while granting funding to others.  Therefore, the question becomes, to which 
applicants should funding be targeted?  The fund structure changes E-mpa™  suggests make no 
statement as to the “merit” of the applicants in question. 

Third, it seems appropriate, if the FCC intends to let the E-rate program to evolve and 
mature as it should, possibly the FCC needs to look at how to bring in additional monies into the E-
rate program that still fit within their current mandate and rules. Additional monies over the current 
annual cap (+COLA) could solve, or at least mitigate, some of this issue. Some possible suggestions 
would be to require all E-rate Service Providers to pay into the program even if they are not Eligible 
Telecommunications carriers or to require companies such as Skype to pay into the program even 
though they are not a currently participating in the E-rate program as a Service Provider.   

Option #1: Cap Priority 1 Funds 
The FCC has stated that its goal was to encourage schools and libraries to be able to 

complete their internal school-wide networks using E-rate funds.  E-mpa™  submits there are three, 
fundamental methods for implementing a cap on Priority 1 funds: 

• Priority 1 funds could be capped at a percentage of the total fund; 

• Priority 1 funds could be capped at a fixed dollar amount; 

• Priority 2 funds could receive a “set aside” of a fixed dollar amount; 

The first method, capping a Priority 1 at a percentage of the overall fund, rather than a set 
figure, allows for a simpler division in the case of a fund rollover from prior years; an influx of funds 
from past years would benefit both sides of the funding equation. 

Capping Priority 1 funds at a set amount differs from setting aside funds for Priority 2 in the 
way that rollover funds and/or overall fund increases are handled.  If Priority 1 is capped at a fixed 
dollar amount, then the Priority 2 bucket would receive the benefit of any rollover funds, and 
potential future overall fund increases.   

Deriving a fixed-dollar set-aside for Priority 2 funds would mean that rollover and overall 
fund increases are dedicated to increasing the Priority 1 portion. 

Capping the funding devoted to Priority 1 application yields the following outcomes: 

Guarantees Funding for Some Priority 2 Applications 
As the previous section and attached charts illustrate, Priority 2 funding requests have 

remained relatively constant through the life of the program.  This consistency would allow the FCC 
to determine, roughly, to what level it wishes the Funding Threshold to reach, and set the Priority 2 
funding accordingly. 
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Introduces Unpredictability into Priority One Funding 
Currently, all applicants can be assured of Priority Once Funding.  If Priority One funding is 

capped, then applicants face the possibility that they will go through the cost and inconvenience of 
applying for the E-Rate, only to be denied funding due to lack of money in the fund. 

Allows the SLD to Begin Funding Priority 2 Applications Much Earlier in the Process 
Without the need to wait for the Demand Estimate to determine the sum total of Priority 1 

requests, knowing that there will always be money for at least some Priority 2 requests, the 
application processing mechanism can begin issuing Funding Commitments for Priority 2 much 
earlier.  In essence, with a portion of the fund dedicated to Priority 2 application, it removes the 
notion of Priority 2 funds altogether, allowing the processing of the applications to occur in parallel, 
rather than sequentially.  It would also create two separate funding thresholds, one for Priority 1 
funds, and one for Priority 2 funds. 

Changes Which Applicants Gets Denied Funding 
If Priority 1 funds are capped, by any method, then the lowest discount schools in the most 

affluent communities will no longer receive Priority 1 funding, but highest discount, Priority 2 
applicants will.  In essence, this method will disproportionately hurt the nation’s wealthier schools, 
for the benefit of the nation’s poorest schools.  As the growth of Priority 1 requests continues, the 
funding threshold for Priority 1 funds would continue to rise, and applicants in the 40% range, then 
the 50% range, would eventually be denied funding for threshold reasons.  This will reduce the 
number of applicants receiving funding, rather than decrease the amount of funding received by 
low-income schools. 

Option #2: Lowering the Discount Rate 
A restructuring of the discount matrix across both priorities of E-Rate funding might allow 

more funds to be directed to Priority 2 applications, but considering the rate at which Priority 1 
requests are growing, the net result of this would be merely a delay, not a solution. 

Lowering the discount rate yields the following outcomes: 

Affects All Applicants 
A restructuring of the discount rate would, presumably, affect all applicants; that is, all 

discount bands would be adjusted.  It is difficult to predict the effect of such adjustment, but if we 
assume, for the sake of illustration, that (for example) every discount band is lowered by 10%, i.e. 
the 90% discount band becomes 80%, and then all applicants, regardless of the wealth of the 
district, would be affected relatively equally.   Please note that within the framework of this option, 
many sub-options exist.  Specifically, it is not necessary to adjust all discount levels, nor is it 
necessary to adjust levels equally.  Many variations on the theme are possible. 
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Does Not Guarantee Priority Two Funding 
While lowering the discount rate would decrease demand, it does not assure sufficient 

funding to cover Priority Two requests. 

 Option #3: Reducing the Number of Eligible Priority 1 Services 
An overhaul of the Eligible Services List (ESL) would likely slow the growth of Priority 1 

service requests to the degree proportionate to the magnitude of the service reductions.  
Suggestions include: 

• Reducing or eliminating the eligibility of web hosting packages 

• Reducing or eliminating the eligibility of basic voice service 

• Constraining the eligibility of on-premises or demarcation equipment 

Reducing the number of eligible Priority 1 services yields the following outcomes: 

Affects All Applicants 
A restructuring of the discount rate would, presumably, affect all applicants; that is, all 

discount bands would be adjusted.  It is difficult to predict the effect of such adjustment, but if we 
assume, for the sake of illustration, that (for example) every discount band is lowered by 10%, i.e. 
the 90% discount band becomes 80%, and then all applicants, regardless of the wealth of the 
district, would be affected relatively equally.   

It is noted that denying all funding for Basic Phone service will disproportionally affect small, 
rural school’s since they don’t have access to affordable advanced services such as Managed VoIP, 
or for that matter, high speed data services. 

Does Not Guarantee Priority Two Funding 
  While imposing limits on what Priority One Services are eligible for funding will 

certainly decrease Priority One demand and increase the availability of Priority Two funding, it does 
not guarantee that funding will remain to fund Priority Two requests. 
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CONCLUSION 
E-mpa™ believes, should the FCC decide that Priority 2 funds are a necessary and vital part 

of the E-Rate Program, that the only solution that guarantees Priority 2 funding for the life of the 
program is the implementation of a cap on Priority 1 funds, whether by setting aside a fixed amount 
of Priority 2 funding, or implementing a fixed cap on Priority 1 funding.  Multiple parties have 
posited solutions that involve changing the structure of only the Priority 2 funds, i.e. changing the 
Priority 2 discount levels, reducing the eligibility of overall Priority 2 eligibility, and other Priority 2 – 
only solutions.  E-mpa™ respectfully submits that, absent a fundamental change to the structure of 
how Priority 1 funds are allocated, there will be no Priority 2 funds to distribute by 2022, regardless 
of any changes to Priority 2. 

Finally, E-mpa™ urges the FCC to begin a broad proceeding addressing this topic, in order to 
give all constituents the opportunity to be heard.  E-mpa™ predicts responses will be varied, with 
each constituency passionately and eloquently advocating for their own interests.  E-mpa™ further 
predicts that most of the issues raised will have merit, and the arguments, pro or con, will be 
persuasive.  Fundamentally, any change to the basic structure of the program will help some, while 
hurting others.  The harsh reality is that the E-Rate program is significantly underfunded, and absent 
a substantial infusion of additional funds, it will be increasingly difficult for the program to fulfill its 
intended mission. 
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Sum of Priority 2 
Remainder Plus Rollover 

Funds

90% Proration Percentage

Projected 90% P2 Funding 
Commitments

Projected 89% P2 Funding 
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Projected 88% P2 Funding 
Commitments

Projected 87% P2 Funding 
Commitments

Projected 86% P2 Funding 
Commitments
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FY

Requested

Funded

% P1 Funded

Projected Growth         
Rate of Fund

Remainder Available     for 
Priority 2

Rollover Funds

Sum of Priority 2 
Remainder Plus Rollover 

Funds
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